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THE CONSUMPTION GAPS BETWEEN THE POOR AND THE NON-
POOR HOUSEHOLDS IN MALAWI: A BLINDER-OAXACA 
DECOMPOSITION ANALYSIS
Endington Wa Kavuli
Catholic University of Malawi
ABSTRACT
So far, most of the literature for example, Bokosi (2006), Mukherjee and Benson (2003) etc. has focused on 
determinants of poverty but they have ignored the fact that consumption differences exist between the poor 
and the non-poor population in the society. This study therefore, is set out to investigate the poor and the non-
poor welfare inequalities in Malawi based on fourth Integrated Household Survey. It has been found that 
socio-economic and demographic factors do influence household consumption in both the poor and the non-
poor. In addition, the B-O decomposition has helped in identifying the differences in the per capita 
consumption expenditure between the poor and the non-poor and further shows that by adjusting the poor's 
endowments levels to the endowments of the non-poor, an improvement in the per capita consumption of the 
poor can be seen.
INTRODUCTION
Global poverty has been declining since the 1990s; there are however disagreements about the exact 
magnitudes of the declines. The difference in the size of the declines is primarily explained by whether one 
uses national accounts data or household survey data. Studies using national accounts data (Sala-i-Martin, 
2002; Pinkovskiy & Sala-i-Martin, 2016) point to much larger declines in global poverty while studies based 
on household survey data indicate modest declines . These studies also manifest that Sub-Saharan Africa lags 
behind all other regions in terms of the pace of poverty reduction. This aggregated picture about Sub-Saharan 
Africa hides a lot of diversity in terms of poverty reduction within the region. The impact of the recent 
impressive economic growth in Sub-Saharan Africa on poverty has been mixed. Growth has led to significant 
poverty reduction in countries such as Ethiopia, Ghana, Uganda, and Rwanda while the same growth has 
been associated with no reduction or indeed a worsening of poverty in countries including Madagascar, 
Kenya, and Nigeria (Arndt et al., 2016). Another phenomenon which has characterized growth in Sub-
Saharan Africa is that it has been accompanied by growing inequality in some countries such as Kenya, 
Uganda, and Zambia .
The World Bank (2000) defines poverty as a pronounced deprivation of well-being. Firstly, Well-being can 
be viewed as the command that an individual has over resources. Therefore, the poor are those who do not 
have enough income or consumption to put them above some adequate minimum threshold and hence 
poverty is viewed largely in monetary terms. On the other hand, well-being can also be viewed beyond 
monetary measures, thus, according to Haughton and Khandker (2009), it focuses on whether people have a 
certain type of consumption good including; enough food, shelter, healthcare or education. In contrast, Sen 
(1999) defines well-being as a capability to function in a society. Thus poverty can arise when people lack 
key capabilities, and so have inadequate income or education or poor health or insecurity, low self-
confidence, sense of powerlessness or the absence of rights such as freedom of speech. With this view, 
poverty is a multi-dimensional phenomenon which requires a holistic approach. 
Inequality can be defined as the dispersion of the distribution of income or some other welfare indicators . 
Inequality matters in its own right and it is a key to reducing poverty and these two can affect each other 
directly or indirectly through their link with economic growth. The World Development Report (2000/01) 
states that better distribution is possible without a reduction in economic growth. In other words, there is no 
inevitable trade-off between equity and efficiency. On the contrary, lower inequality can create faster growth. 
Low inequality can, therefore, benefit the poor in two ways: by increasing overall growth and average 
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incomes, and by letting them share more in that growth. Conversely, countries which would be on a high 
growth path if income distribution was equitable may experience slow growth and even slower poverty 
reduction if inequality is high (Ravallion, 1997).
The government of Malawi has pursued different poverty reduction efforts through various strategies 
emphasizing economic growth, infrastructural development, and the provision of social services. Some of 
these strategies include the Poverty Alleviation Program (1994); the Malawi Poverty Reduction Strategy 
(2002-2005); and the Malawi Growth and Development Strategy (MGDS) (2006-2011, 2011-2016 and 
2017-2022). Despite having experienced some positive changes in economic growth in the recent past as a 
result of these strategies, the fourth integrated household survey shows that there are slight changes in 
poverty levels. Therefore, there is need to understand not only the determinants of poverty but going beyond 
by exploring the consumption expenditure gaps that exist between the poor and the non-poor, since ignoring 
these gaps can thus lead to erroneous assessment of poverty trends and evaluation of poverty reduction 
policy.
A large and expanding literature exists which tries to shed light on the nature and extent of poverty. In 
Malawi, these studies include Mangoni (2019), Bokosi (2006), Mukherjee and Benson (2003), Government 
of Malawi (2001), just to mention a few. However, these studies do not attempt to investigate the causes of 
welfare differentials between the poor and the non-poor in Malawi but rather looked at the determinants. The 
purpose of this study, therefore, is to address existing gaps in the poverty literature by systematically 
investigating the causes of welfare differential between the poor and the non-poor population in Malawi.
The rest of the paper is structured as follows; section 2 looks at the overview of growth, poverty and 
inequality in Malawi. Section 3 presents the methodology and description of data and variables used, 
followed by empirical results in section 4 and the conclusion in section 5.
BACKGROUND OF GROWTH, POVERTY AND INEQUALITY IN MALAWI
Malawi has experienced economic growth in the recent past, however, the impact of this growth on poverty 
and consumption inequality has been mixed. Between 2004 and 2007, the economy grew at an average 
annual rate of 6.2% and marginally decelerated to an average growth of 6.1% between 2008 and 2014. Over 
the same period, the agriculture sector was by far Malawi's most important contributor to economic growth, 
with a contribution averaging 34.0% to overall GDP growth. Given that economic growth was primarily 
driven by growth in the agriculture sector, and considering that about 90% of Malawians live in farm 
households (Benin et al. 2012), one would expect that this impressive growth would lead to significant 
reductions in poverty. While the economy registered high growth rates, the Gini coefficient of per capita 
consumption increased from 0.390 in 2004 to 0.452 in 2011, showing that consumption inequality worsened 
over this period (UNDP, 2016). The fourth Integrated Household Survey (IHS4) report shows that the 
extreme poverty levels reduced from 24.5 percent (reported in IHS3) to 20.1 percent indicating a decrease of 
at least 4 percent. However, according to the NSO (2017), the country in general continues to experience 
poverty with poverty rate of 50.7% as of 2017 which is about 2% drop from 2005's 52.4%, making it to be one 
of the poorest countries in the world.
METHODOLOGY 
The study models the log of total yearly per capita consumption to the determinants (such as age of household 
head, gender of household head) available in the data set of 2017 IHS4.
Blinder-Oaxaca Decomposition
The goal of this study is to find an explanation for the differences in consumption expenditure depending on 
whether the household is poor or non-poor.
Given are two groups, A and B; an outcome variable, Y; and a set of predictors. Assuming, a group of non-
poor and a group of poor, (log) income expenditure as the outcome variable, and demographic and social 
224
economic indicators as predictors. The question now is how much of the mean outcome difference,
Where E(Y) denoting the expected value of the outcome variable, is accounted for by group differences in the 
predictors. Since the variable of interest is a function of other variables, it can be estimated using the 
following Linear model;  
Where;
X is a vector containing the predictors and a constant,    contains the slope parameters and the intercept    is 
the error term, the difference of the means of consumption expenditure per household given the two groups 
considered can then be written as follows:
Because
Assuming
To identify the contribution of groups in predicted value gap, the previous gap equation can be rewritten as 
follows: 
It should be noted that this decomposition is subdivided it three components:
The first component:
Is the part of the difference that is due to the difference between groups in the endowments effect. The second 
component
Measures the part of the difference due to the difference in the coefficients and the intercept (the coefficient 
effect). And the last component:
Is the interaction between the terms because the difference in endowments and coefficients existing 
simultaneously between the two groups.
Data Description, Poverty Lines And Variables Used
Dependent Variable
The dependent variable used will be poverty status as captured by the log of per capita consumption 
expenditure. This variable was constructed from four main elements (1) consumption expenditure on food 
which was the expenditure on all food items; (2) non-food consumption expenditure on things like education, 
electricity, health, transport etc.; (3) the value of durable goods like bicycles; (4) housing cost measured in 
terms of rent paid or the value of the house if the owners are the occupants of the dwelling unit. Therefore, if 
the household meets the required yearly per capita consumption, the household is non-poor, but if the 
household is below per capita consumption, the household is classed as poor. The poverty line demarcates the 
poor and non-poor. In Malawi the per capita consumption expenditure of MK1387 is the poverty line of the 
household with less than that amount being considered as poor.
Thus 1: indicates that household is poor 
         0: means that the household is non poor
Independent Variables
A. Household Size
This variable depicts the number of the household. The variable according to Mckay and Lawson (2002), is 
going to put pressure on household assets and resources. Household size is prime demographic factor to 
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poverty and it is generally positively related to poverty status. The expectation is that the probability of being 
poor increases with the number of people in the household since a large number implies that there is a higher 
dependency ratio meaning that the head of the household has a huge burden reducing the chances of not being 
poor.
B.  Sex of the household head
This variable captures whether the head of the household is male or female. This variable has been used by 
various scholars in the study of the determinants of poverty. It is a dummy taking the value of 1 if one is male, 
then zero is otherwise. In their study, Chidoko and Gwaindepi (2011) found that male headed households 
were better off than their female headed counterparts. The a priori expected sign is positive meaning that 
having a female head increases one's chance of being poor.
 C.  Age of household head
This is a continuous variable representing the age of an individual who is considered as the head of the 
household whether male or female. Age is supposed to represent accumulated work experience in a skill or 
occupation. More the a priori is not straight forward it can either be positive or negative. This is due to the fact 
that, at first, as age increases poverty is reduced but at older ages the situation is reversed.
D.  Education
Education variable categorical will depict the level of schooling of the household head in terms of 
qualification whether the education is primary, secondary, or tertiary. This definition has been used by several 
scholars in studies on the determinants of poverty in Malawi and across the globe. According to human 
capital model, education is an important dimension of non-homogeneity of labor. A priori is that as the level 
of education rises it reduces the probability of a household falling into poverty.
E.  Agriculture
These are a set of variables related to agriculture and they include land holding, crops cultivated and livestock 
owned. According to Nation Economic council (2001), land holding given by the per capita acres is an 
essential variable in determining poverty for agrarian societies like Malawi. 
Crop diversification is also essential in reducing the country's risk of poverty so to capture this the study will 
incorporate a diversification variable similar to that used by Mussa (2015) which is the number of crops 
cultivated other than maize and tobacco. Similarly, the livestock ownership has an essential bearing on 
poverty
F.  Residence
The variable residence captures the type of residence within a particular region. It is a dummy variable 
depicting whether a household is in a rural area or urban area. Various scholars  have argued that rural 
residence in general affects one's poverty status and is more associated with poverty unlike living in urban 
areas. According to Okurut F.N. and Adebua (2001), the rural dwellers are worse off unlike their urban 
counterparts due to the fact that most economic activities are in urban areas. The a priori expected 
relationship is positive meaning that urban areas are associated with high per capita income.
G.  Access to Services
This variable depicts the household's access to basic services like admarc, post office and markets, which is 
associated with higher per capita expenditure hence less poverty. Previous studies done in Malawi and in 
other countries have shown that reducing the time it takes to reach various services by a household will 
reduce it chances of  falling into poverty (National Economic Council, 2001; Tesfahun, 2005).
RESULTS AND DISCUSSION
Description of Variables
Descriptive statistics provides a prior understanding of the data before any estimation procedure has been 
carried out. The descriptive statistic table below provides a summary of variables used in this study based on 
their means and standard deviations.
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Table 1: Descriptive Statistics for Variables used in Econometric analysis
Source: Computation using Stata
BLINDER OAXACA DECOMPOSITION RESULTS
Generally, before the decomposition of Blinder-Oaxaca, the regression is carried out within each of the 
groups (the poor and the non-poor) considered. In the case of this study, a first regression is made in the group 
of non-poor households and then in the group households which are poor. The results are summarized in table 
2 below;
The specification of both models are generally good, this results in the critical probabilities associated with 
Fischer statistics.
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Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1
Source: Study Computation
Considering the first variable, the study finds that the sex of household head is statistically significant at 1% 
and positively affecting the consumption expenditure in both groups but it is affecting more in poor 
households. This reflects that being a female lowers a household's welfare level than being a male. This is not 
surprising given the multiple responsibilities and greater constraints that women face in sub-Saharan Africa 
in trying to access resources and services than men (Cleaver, 1993). Datt et el. (1999) find similar results in 
the analysis of determinants of poverty in Egypt.  Age of the head of household positively influences the level 
of consumption expenditure when the household is non-poor and negatively when the household is poor. 
                                              0=Non-poor 
VARIABLE     Log of consumption Expenditure 
                         1=poor 
        Log of consumption Expenditure 






















































Summary of models 
 
 
Observations 6,879 5,568 
R squared 0.6432 0.5350 
Prob>F 0.0000 0.0000 
Root MSE 0.42191   0.3168 
 
Table 2: Preliminary results of B-O decomposition
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However, it should be noted that the sign of the first model is not significant. This result shows how the aging 
of the head of the household, when the latter is poor, is an impoverishing factor of the household. An increase 
in age of one year leads to a decrease in consumption expenditure per day of 0.0011. In addition, the results 
also show that the married household heads have lower per capita consumption level, than those otherwise.
In terms of household size, the study finds positive and statistically significant coefficients at 1% level in 
non-poor and poor household. The level of consumption increases by approximately 19.5% and 15.6% for 
the non-poor households and poor household respectively, from a unit change in the household size. This 
implies that low dependency levels for households with relatively few children or the fact that household 
members are working, which in totality leads to a rise in consumption. 
By considering the education variable, the study finds that the education level attained by household head 
significantly contributes to consumption expenditure in both non-poor and poor households. However, this 
implies that education only would not suffice to increase household's consumption in poor households of 
Malawi if they continue receiving the poor standard of education compared to the non-poor. Similar findings 
were obtained in Congo by Nyamuhirwa (2019), pointing to the need for complementary factors to be 
provided alongside with education so as to alleviate poverty. The estimated coefficients of education levels 
which are significant at 1% are consistently positive, confirming the expectation that education attainment 
enhances per capita consumption expenditure. The increase in non-poor consumption is higher than in poor 
households, possibly supporting the fact that the remunerative economic opportunities from education in 
poor population in Malawi are very few.
The agriculture variable (or Crop diversification) significantly affects consumption in non-poor households 
with the coefficients being statistically significant at 1% level. The negative relationship could perhaps 
suggest that the returns from these crops are not positively significant. The coefficient in the poor household 
are positive but insignificant. These are not surprising results since landholding size is the major constraint 
limiting the income-earning potential of smallholders in Malawi. Alwang and Siegel (1999), observe that 
land scarcity is exacerbated by food security concerns in Malawi. Owing to lack of confidence in markets, 
smallholders plant a high percentage of their land to low-value food staples. In their study, they found that 
diversification, although rational, results in relatively lower income levels.  However, these results are 
contrary to what Mukherjee and Benson (2003) found using 1998 integrated household survey that crop 
diversification positively contributes to household consumption in Malawi.
Threefold Decomposition
As illustrated in section 3, in threefold decomposition the outcome differences are divided into three 
components; the first component amounts to the part of the differential that is due to group differences in the 
predictors (the “endowments effect”), the second component measures the contribution of differences in the 
coefficients and the third component is an interaction term accounting for the fact that differences in 
endowments and coefficients exist simultaneously between the two groups.
Table 3: Threefold B-O Decomposition Results
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Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
Source: Author's Computation
The decomposition output in table 3 above reports the mean predictions by groups and their difference in the 
first part. The mean log of income consumption (In pc_cons) is 13.65 for the non-poor and 12.96 for the poor, 
yielding the overall consumption gap of 0.68. In the second part of the decomposition output, the 
consumption gap is divided into three parts. The first part reflects the mean increase in the poor's 
consumption if they had same characteristics with the non-poor. The decrease of 0.11 indicates that 
differences in the demographic and socio-economic variables account for about six times the consumption 
gap. The second term quantifies the change in the poor's consumption would be 0.715 when applying the 
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non-poor's coefficients/returns to the poor's characteristics. This further shows that the effect of the 
coefficients largely explains the consumption differentials between poor and the non-poor households. The 
third part is the interaction term that measures the simultaneous effect of differences in endowments and 
coefficients.
In the coefficients, a negative sign means that the variable in question saves to reduce the gap while a positive 
sign means that a variable in question increases the gap.
Looking at endowments/characteristics, the main contributors to the consumption gap are the values of 
household size, education of household head and area of residence. In terms of the coefficients/returns, 
household size variables are major contributors to per capita consumption followed by education of 
household head. The results further show that the coefficients effect of education is quite small, while the 
endowment effect is substantial. This underlines the importance of obtaining higher level of education for 
household members as it is the gap in the education attainment between the poor and non-poor households 
that is one of the major causes of consumption inequality.
Twofold Decomposition
According to Fairlie (2005), the twofold decomposition can be requested, where weight, pooled or omega 
determines the choice of reference coefficients. Omega causes the coefficients from a pooled model over 
both samples to be used as the reference coefficients. Pooled option also causes the coefficients from a pooled 
model to be used, but the pooled model a group membership indicator. Hence, this study has used pooled 
rather than the omega and the results are showed below.
Table 4: Twofold B-O Decomposition results
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Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
Source: Study computation
The results in the table 4 above indicate that the means of consumption expenditure are 13.65 for the non-
poor and 12.97 for the poor which amounts the difference of 0.684. This further shows that by adjusting the 
poor's endowment levels to the endowment level of the non-poor would increase the poor's consumption 
expenditure by 68% and a gap of 0.714 remains unexplained.  The explained gap is attributed to differences 
in household characteristics, whereas the unexplained gap is due to discrimination or pure bias.
The explained component results show that sex of household head, age squared and household size variables 
favor the poor significantly and access to other services like clinic and road also favors the poor but 
insignificantly, while the gaps in the remaining variables all disfavor the poor households.
The major factors creating bias in per capita consumption expenditure against the poor households are 
household size followed by education, accounting for 17% and 3% discrimination respectively. As indicated 
in table 4, also contributes to bias creation in consumption expenditure reflecting the underlying differences 
between the groups which are not captured by the other explanatory variables.
CONCLUSION AND RECOMMENDATIONS
So far most of the literature has focused on determinants of poverty but not much work has been done 
regarding how consumption differences exist between the poor and the non-poor population in the society. 
This study therefore, investigated the poor and the non-poor welfare inequalities in Malawi based on fourth 
Integrated Household Survey.
It has been found that socio-economic and demographic factors do influence household consumption in both 
the poor and the non-poor. In addition, the B-O decomposition has helped in identifying the differences in the 
per capita consumption expenditure between the poor and the non-poor and further showing that by adjusting 




The existence of welfare inequalities in Malawi based on results found in this study signals some ways, 
means and/or solutions that can be taken into account as regard to poverty reduction policies and strategies in 
Malawi.
The first relates to the importance of both human and physical capital endowments in determining welfare in 
Malawi. The importance of education for both poor and non-poor households cannot be overemphasized as 
education represents an important policy tool that can be used to escape poverty by households and reduce 
the poor-nonpoor consumption inequality. The study also indicates the importance of smaller household 
sizes in ensuring higher welfare levels. The current fertility rate of five children per woman, should be 
reduced as a matter of urgency as this will reduce the dependency ratio. 
Since most Malawians live in rural areas and that they also depend on agriculture for their livelihoods, any 
policy that aims at reducing poverty must focus on forms of agriculture intensification and diversification 
that are both market-oriented and sustainable. In addition, effective policies to reduce poverty should also 
include measures that enhance poor people's access to social services. There is also need to reduce 
inequalities among the poor and non-poor population through the provision of equitable services for all.
SUGGESTIONS FOR FURTHER RESEARCH.
A few limitations of this study must be emphasized. The study is limited in that it has only focused on a 
number of variables leaving out other variables like occupation. 
The IHS4 data is not the true reflection of the state of things in 2018 and 2019 hence this study does not 
include data of these years. Future research therefore, can use the data of the aforementioned years to look at 
the same variables. A further limitation of the study is that both consumption and income are useful in 
measuring household consumption expenditure (or in other words, they are useful money metrics of 
welfare), however, they fall short of non-monetary measures of welfare such as health, security, literacy, 
leisure, political vote among others in the definition of welfare indicator.
REFERENCES
Alwang, J., & Siegel, B. P. (1999). Labour Shortages on Small Landholdings in Malawi: Implications for 
Policy Reforms. World Development, 27(8).
Bokosi, F. K. (2006). Household poverty dynamics in Malawi,. Muchin Personal RePEc Archive 
(MPRA), Paper No. 1222.
Chen, S., & Ravallion, M. (2010). The Developing World Is Poorer Than We Thought, but No Less 
Successful in the Fight against Poverty. Quarterly Journal of Economics 125, 1577-1625.
Chidoko, C., & Gwaindepi, C. (2011). Economic Determinants of Poverty in Zimbabwe. International 
Journal of Economic Research,, 2(6), 1-12.
Datt, G., & Jolliffe, D. (1999). Determinants of Poverty in Egypt: 1997. FCND discussion Papers(75).
Fairlie , R. W. (2005). An extension of the Blinder–Oaxaca decomposition technique to logit and probit 
models. Journal of Economic and Social Measurement 30, 305-316.
Fosu, A. K. (2015). Growth, inequality and poverty in Sub-Saharan Africa: recent progress in a global 
context. Oxford Development Studies, 43, 44-59.
Gujurat, D. (2004). Basic Econometrics. New York: MacGraw Hill Companies.
Haughton, J., & Khandker, S. R. (2009). Handbook on Poverty and Inequaity. Washington DC: World 
Bank.
Litchfield, J. (1999). Inequality: Methods and tools. Text for World Bank's Website on Inequality, Poverty 
and socio-economic perfomance. Retrieved from 
http://www.worldbank.org/poverty/inequal/index.htm
Mangoni, R. (2019). Determinants of Regional Poverty in Malawi: A Household Level Analysis. 
Economics Dissertation.
Mukherjee, S., & Benson, T. (2003). The Determinants of Poverty in Malawi 1998. world development.
Mussa, R. (2015). A Joint Analysis of Correlates of Poverty Intensity. MPRA, 1.
Naschold, F. (2002). ; Why Inequality Matters For Poverty? Inequality briefing , Overseas Development 
Institute,, Westminster Bridge.
National Economic Council. (2001). The Determinants of Poverty in Malawi,. Lilongwe: National 
Economic Council.
National Statistical Office. (2016, May). Malawi Demographic and Health Survey: Key Indicators 
Report. 2015-16, pp. 12-16.
National Statistical Office. (2017). Fourth Integrated Household Survey (IHS4). Zomba: National 
Statistical Office.
Nyamuhirwa, D.-M. A. (2019). Gender, Education and Poverty in DR Congo:A Microeconomic Analysis 
Based on the Oaxaca-Blinder Decomposition. Economics., 8(2), 44-48. doi: 
10.11648/j.eco.20190802.11
Okurut F.N., O., & Adebua, A. (2001). Determinants of regional poverty in Uganda. Nairobi: AERC 
Research Paper 122.
Pinkovskiy, M., & Sala-i-Martin, X. (2016). Lights, Camera,....Income! Illuminating the National 
Accounts-Household Surveys Debate. The Quarterly Journal of Economics. 
doi:10.1093/qje/qjw003
Sala-i-Martin, X. (2002). The Disturbing 'Rise'of Global Income Inequality. NBER Working paper No. 
8904.
Słoczy´nskiy, T. (2013). The Oaxaca–Blinder Unexplained Component as a Treatment Effects Estimator. 
MPRA, 1-2.
–
''
–
233
